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Valyes in million U.S. $ unless Exchange rate: 
otherwise indicated 1 Kenya £ = US 2.80 
ECONOMIC INDICATORS —- KENYA, 1971 
eee % change 
1969 1970 1971 1970/71 
Population (millions, at midyear) 10.94 32..25 11.69 + 4.0 
GDP at current prices 1,329 1,468 1,592 + 8.4 
GDP at 1964 constant prices 1,272 1,359 1,438 + 5.7 
Per capita GDP, constant prices 116.2 121.0 122.9 + 1.6 
GNP at current prices 1,426 1,586 1,725 + 8.8 
Per capita GNP 130.8 141.6 147.4 + 4,1 
Gross fixed capital formation 262.4 315.6 394.6 + 25.0 
Increases in inventory 23.9 ease 63.3 + 68.7 
Money supply (as of Dec 31) 366.2 450.6 490.8 + 8.9 
Commercial bank credit outstanding (Dec 31) 196.1 243.4 336.3 + 38.2 
Commercial bank deposits (Dec 31) 316.2 409.3 446.1 + 9.0 
Ratio of lending to deposits (Dec 31) (percent) 62.0 59.5 75.4 na 
Treasury Bill interest rate (annual average) 3.9% 2.1% 1.7% na 
External public debt 261.2 285.7 265.2 =~ Jeo 
Domestic public debt 137.6 162.7 210.7 + 29.5 
Debt service ratio (includes 1/3 share EAC debt) 6.8% 6.4% 7.0% na 
Foreign exchange reserves (Dec) 182.3 235.0 175.6 = 25.3 
Balance of payments 
Imports cif 339.6 426.2 539.8 + 26.7 
Exports fob 252.6 285.6 292.9 * 2.5 
Visible balance (surplus +, deficit —) - 87.0 -140.6 —246.9 + 75.6 
Invisible balance (surplus +, deficit -) + 79.0 + 94,1 + 96.3 + 2.4 
Long term capital movements (surp +, def -) + 56.6 + 81.8 + 62.4 - 23.6 
Overall balance (surplus +, deficit -) +Si.2 ¢35,.3 - 88.2 na 
Overseas import price index (1964 = 100) 105 115 126 + 9.6 
Overseas export price index (1964 = 100) 94 103 101 = 1.9 
Terms of trade, external (1964 = 100) 90 90 80 Be. 
Percentage changes in consumer prices (Dec to Dec) 
Nairobi lower income index Oo + 1.6 + 2.5 na 
Nairobi middle income index oe + 2.4 + 6,3 na 
Industrial production index (1969 = 100) 100 108 122.3 + 13.2 
Stock exchange index (as of Dec) (Jan 1964 = 100) 184 200 242 + 21 
Electric power produced domestically (million KWH) 459.4 512.9 555.2 + 8.2 
Electric power consumed (million KWH) (net) 575.9 645.7 725.2 + 10.8 
Private urban construction completed 19.2 25.8 26.7 * 3.9 
Total wage employment (000) 1,047.6 1,064.4 1,117.0 + 4.9 
Employment in the modern sector (000) 627.2 644.5 679.7 + 5.5 
Earnings in the modern sector 430.1 471.8 516.0 + 9,3 
Tourists, transit, and business visitors (000) 276 339 400 + 17.9 
Hotel bed=night capacity (000) 3,262 3,883 4,214 8.5 
Hotel bed occupancy rate, average for year 50.2% 49.0% 52.0% na 
Roads, asphalt, (miles) 1,543 1,820 1,924 + 5§.7 
Freight handled at Mombasa (000 metr§c tons) 5,091 5,793 5,571 - 3.8 
Freight handled at Nairobi airport (metric tons) 15,027 16,979 18,443 8.6 
Production of major items: 
Coffee (calendar year) (000 metric tons) 52.4 58.3 Te + 2.1 
Tea (000 metric tons) 36.1 41.1 36.3 - 11.7 
*Maize (OOO metric tons) 280.3 205.7 256.6 + 24.7 


*Deliveries to Maize Board only, Poor indicator of actual production since deliveries 
will obviously vary with price offered by Board in comparison to unofficial market 
prices, and since most maize consumed by growers. Due to drought, actual production 


probably did not change. , Price increase of 17% probably brought deliveries near 20% 
of total production, up from usual 10-15%. 
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1969 1970 1971 1970/71 


Wheat (O00 metric tons) 241.6 221.5 205.9 - 7.0 
Sugar (O00 metric tons) Lied seeao 124.1 - .6 
Sisal (O00 metric tons) 49.8 43.9 44.8 + 2.1 
Pyrethrum extract equivalent (O00 metric tons) 81.0 95.2 142.8 +50.0 

Cattle and calves (000 head) 185.4 196.1 210.1 , 7.8 

Milk (million gallons) sh ST ea 51.0 10.6 

Beer (million gallons) 14.2 tesa 20.6 +i7.7 

Cement (000 metric tons) 642.4 792.1 804.0 + 1.5 

Soda ash (000 metric tons) 102... 7 160.1 161.2 7 

Crude oil put through refinery (million galls) 552.2 551.8 652.5 +18.3 

Soap (O00 metric tons) 24.0 23.4 28.6 +22.2 

Paints (000 gallons) 654.1 702.9 892.3 +26.9 

Fabrics (million square meters) 19.9 42,4 24.8 +11.7 

Foreign Trade: (excluding East Africa) 

Total imports cif aa0.9 Jaca 2 514.3 +29.3 
from U.K. 102.1 116.1 256.4 +36.2 
from Japan 26.2 42.5 SS..2 +31.2 
from U.S.A. aaeu aoe a 49.4 +48.2 
from West Germany 26.8 31.4 45.3 +44.4 
from Iran 22.8 24.9 aaa + 9.4 

Total exports fob 191.8 216.9 218.7 + 0.8 
to U.K. 43.4 43.6 43.1 - 1.2 
to West Germany 22.0) 19.3 19.7 + 2.2 
to U.S.A. 14.6 19.0 aS. 17.3 
to Zambia 12.0 12.0 15.4 +28.1 
to Netherlands 6.9 10.6 9.6 - 9.9 


Main imports from U.S.A. (1971): Aircraft parts, $6,745,000; Construction and Mining 
machinery, $2,535,000; Kraft paper and paperboard, $1,986,000; Railway locomotive 
components (via Canada), about $1,800,000; Caterpillar=-type tractors, $1,652,000; 
Fungicides, insecticides, and weed killers, $1,616,000; Aircraft, $1,564,000; Trucks, 
$1,127,000; Road tractor frames and chassis, $1,008,000; Lubricating oils, $964,000; 
Aircraft engines and parts, $813,000; Whole and skim milk solids and powders, $636,000; 
Animal fats and oils, $553,000; Electric power machinery and switchgear, $495,000; 
Telecommunications equipment, $493,000; Air conditioning and refrigeration equipment, 
$459,000; Other paper and paperboard, $403,000; Office machines and computers, $378,000. 


Main exports to the U.S.A. (1971): Arabica coffees, 5,145 U.S. tons, $4,189,000; Tea, 
4,717 U.S. tons, $4,110,000; Pyrethrum extract, 329,483 U.S. lbs., $2,972,000; Canned 


végetables, 1,058 U.S. tons, $573,000; Sisal rope and fiber, 3,110 U.S. tons, $400,000; 
Wood carvings, $326,000; Molasses, 21,154 U.S. tons, $238,000. 


Economic references: Economic Survey 1972, Ministry of Finance and Economic Planning 
(MFEP), June 1972; Development Plan 1970-74, MFEP; Statistical Abstract 1971 (MFEP) ; 

Kenya Statistical Digest, “Quarterly Economic Report" MFEP; Annual Trade Report of 
Tanzania, Uganda, and Kenya 1971, East African Customs and Excise Department, Mombasa, 
1972/73 Estimates of Recurrent Revenue for the Government of Kenya; 1972/73 Estimates 

of Development Expenditure for the GOK; 1972/73 Estimates of Revenue for the GOK; 

A Guide to Industrial Investment in Kenya, Ministry of Commerce and Industry, 1972; 

Report of the East African Income Tax Department for July 1970-June, 1971: Annual Report, 
Industrial and Commercial Development Corporation, 1970~71; Economic and Financial Review, 
Central Bank of Kenya; Kenya's Balance of Payments 1971/72, Nairobi A~59, April 1, 1972; 


Kenya's Budget 1972/73, Nairobi A~120, June 23, 1972; African Development, February 1972 
(issue features Kenya). 








SUMMARY 


Kenya experienced slower growth in 1971. Manufacturing, construction, and 
tourism had record years, but could not offset the effect of drought on ag= 
ricultural output. A substantial overall balance of payments deficit emer= 
ged for the first time since independence. This ocurred because a vigorous 
development policy caused investment and public spending to grow faster than 
planned, creating a demand induced boom in imports. Overseas inflation 
swelled the import bill, and invisible earnings and capital flows could not 
cover the trade imbalance. Domestic resources are strained, and unless 
external capital assistance can be increased dramatically, development must 
slow down. Unemployment and uneven income distribution are still major prob= 
lems, but rural development programs are moving forward. The Government will 
continue acquiring shares in selected industries, but the resource constraint 
will foster a cautious approach. Import substitution as an industrialization 
strategy is being questioned, and greater emphasis will be placed on exporting 
and labor intensive production. Foreign investment and private capital will 
continue to be welcome. New import controls will cut U.S. sales, and American 
firms may wish to consider manufacturing locally. Business opportunities are 
good in tourism, agribusiness, and public works. The outlook for 1972 is 
good, with a comeback in agriculture and strong growth in tourism and manu= 
facturing leading the way. 


CURRENT SITUATION AND ECONOMIC TRENDS 


Growth Rate Falls Below Development Plan Target 


In terms of constant 1964 prices, the real growth of Kenya's Gross Domestic 
Product in 1971 was 5.7%, compared with 6.9% in 1970, and a full percentage 
point below the rate targeted in the 1970-74 Development Plan. Nevertheless, 
this was a reasonably good performance considering the tremendous drag exerted 
on economic growth by the largest sector, agriculture. Following two years 
of semi~drought, agricultural output registered negative growth in real terms 
of minus .4%, compared with a positive growth of 5.4% in 1970. In terms of 
current prices, the spread was even more dramatic: minus 4.4% in 1971, plus 
14% in 1970. Reflecting the decline in marketed agricultural output, the 
third ranking sector, wholesale and retail trade, also recorded a sharp 
decline in its rate of growth, from 10.7% in 1970 to 4.9% in 1971 jn real 
terms. 


That the economy was able to achieve the growth it did was due entirely to 
remarkable growth in two sectors, manufacturing and repair, and building and 
construction. In terms of constant 1964 prices, these sectors grew 13.3% and 
12.8% respectively, compared with 8% and 1.9% the year before. 


Accelerated Pace of Development Outstrips Resources 


A rate of investment far in excess of Development Plan projections and 

domestic savings, Government spending growing faster than planned, and an 
explosion in commercial bank credit, have all combined to create a broadly 
based demand induced import boom. This has resulted in a trade deficit of a 
size which was not expected before 1974. Invisible export earnings and capital 
flows were insufficient to finance this "resource gap", with the result that 
for the first time Kenya has recorded an overall balance of payments deficit 
which foreign exchange reserves had to be drawn down to cover. The balance of 
payments has thus become a significant constraint on growth possibilities. 


5 


Moreover, a constraint is also emerging in public finance. External capital 
assistance has failed to grow as predicted, and Kenya has run out of easy 
methods of scraping up more domestic resources to make up the difference. 
The resulting "finance gap" will require some rapid planning gymnastics if 
Kenya is to maintain its development momentum. These will include revising 
interest rate and tax policies, some basic rethinking of import substitution 
industrialization, a massive hunt for aid in liquid and untied forms, and 
perhaps even some trimming of recurrent expenditure for social services. 


Balance of Payments Now Constrains Development 


While expansionary spending, investment, and credit caused imports to grow 
three times as fast as 1970-74 Plan projections, exports grew by only 2%, or 
one third as fast as projected. This was primarily the result of two years 
of drought which which not only lowered farm outputs but also necessitated 
a sharp increase in food imports. 


Price changes made the imbalance between imports and exports worse. Infla- 
tion in the developed countries who supply most of Kenya's imports may have 
accounted for as much as 30% of the growth in the import bill. On the 
export side, there were also negative price developments, such as a 15% fall 
in the price of coffee. The combined effect of these changes was to worsen 
Kenya's terms of trade by 11% in one year. 


In previous years, Kenya's usual trade account deficit was turned into an 
overall surplus by invisible earnings -- tourist receipts plus freight and 
insurance charges -- and by long term public and private capital inflows. 

In 1971, the invisible surplus improved only a little, and that due entirely 
to a 38% jump in net tourist earnings. Moreover, both public and private 
long term capital inflows, which had grown at an average annual rate of 35% 
the previous two years, slowed considerably. Private capital flows in fact 
dropped almost 50%, undoubtedly influenced by private capital repatriation 
occasioned by the Government's share purchases in the oil refinery and banks, 
and by new public share issues on the Nairobi stock exchange. 


Because invisible earnings and capital flows could not cover the swollen 

trade deficit, 1971 marked the emergence of Kenya's first significant overall 
balance of payments deficit. From a $35.3 million surplus in 1970, the balance 
swung sharply to an $88.2 million deficit in 1971. This sudden change in for- 
tune was reflected also in foreign exchange reserves. From a high of $238.3 
million in March 1971, equivalent to seven months' imports, reserves were 

drawn down to a low of $174.5 million in November, or four months' imports. 


To counter the snowballing of credit and imports, and slow the outflow of 
reserves, the Government applied a series of increasingly restrictive con- 
trols during the course of the year. The outstanding level of Treasury Bills 
was raised to mop up excess liquidity. In June, new taxes were levied on 
dividends, management fees, licenses, and royalties paid to non-residents. 

In July, consumer time payment terms were stiffened, factoring of importers' 
accounts receivable and operation of foreign bank accounts by local firms were 
prohibited, and bank lending to credit finance institutions was frozen. In 
November, banks were ordered to deposit with the Central Bank cash equal to 
5% of their deposit liabilities. This move resulted in banks rediscount- 

ing Treasury Bills at the Central Bank and calling in loans to parastatal 
boards to obtain cash, and reduced demand for additional Bill issues. It 
was therefore cancelled in February 1972. 
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These measures failed to discriminate between importers on the one hand, 

and small African businessmen and priority development projects on the other. 
Therefore, as the year ended the Government decided to impose quantitative 
import restrictions,refusing to approve the release of foreign exchange to 
pay for imports of goods of a kind already made in Kenya, and allocating 50% 
quotas on the importation of many other items. 


Evaluation of these controls is difficult as yet. They will of course cut 
back some imports quickly, and foreign exchange reserves have shown an im- 
provement of about $14 million in 1972 (though much of this was due to a 

$6.4 million allocation of SDRs). However, these measures also have a price. 
For one, the Government stands to lose about $21 million in customs revenues 
and an unknown amount in corporate tax collections. Protection for local 
industries may encourage inefficient produgetion over the long run. In spite 
of a Government watchdog committee, price inflation may increase. 


Finally, since the controls are largely aimed at curbing imports of consumer 
goods and luxuries, while investment goods and raw materials remain exempt from 
control, the effect of the restrictions in stemming a primarily capital 

goods and investment spurred boom in imports may be small. Since there is 
little room for reducing imports much further without biting into investment 
and retarding development, the balance of payments position is now an important 
constraint on Kenya's growth. 


External Capital Inflows Must Increase 136% to Maintain Present Rate of 
Deve lopment 


During the first three years of the 1970-74 Development Plan, only about 34% 
of the capital resources for public sector development programs have come from 
external sources, instead of the 52% that had been projected. In the 1971/72 
fiscal year, external finance fxom loans, grants, and export credits was 

$42.8 million. This was about $8 million below the amount which was expected. 


Kenya made up this shortfall by tapping internal resources through such 
techniques as transferring accumulated recurrent account surpluses to the 
development account, drawing down large Government cash balances, putting 
income tax on a pay as you earn withholding system, issuing large amounts of 
short term Treasury Bills (which were rolled over to finance long term pro- 
jects), borrowing from the Central Bank, issuing more long term bonds to the 
National Social Security Fund, and levying new sales taxes and tariffs. It 

is doubtful, however, that the Government can continue to make up shortfalls 

in public and private external capital inflows by such means. Many were one- 
time moves which cannot be repeated. In addition, recurrent revenue collections 
in 1972/73 will be reduced by the loss of customs revenue from import controls. 
The recurrent surplus available for transfer to finance development is dso 
being squeezed by rising outlays for social services and is expected to be only 
half as large in 1972/73 as in 1970/71. 


With new domestic financing options reduced, Kenya in its 1972/73 Budget has 

made it clear that, for development to continue at the rate of the past few 

years, external capital assistance must rise abruptly. The financing of the 
latest $195 million Development Budget is proposed to be made up of $22 million 

in recurrent account surplus transfers, $76 million in domestic borrowing, 

and $101 million in external finance. The large amount of deficit borrowing 

risks inflation -- in 1971, consumer prices rose 7%, compared with an average of 
less than 2% over the past five years -- as well as renewed overheating of imports. 
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The external finance total represents an effort to obtain 136% more external 
finance than was actually received in 1971/72. Committments have not been 
obtained from donors for all the funds itemized in the budget, and there is 
a real possibility that such an enormous increase in external finance cannot 
be achieved. This raises the question whether a substantial contraction in 
development spending may be unavoidable in the year ahead. 


Debt Burden May Increase Sharply in Future 


Kenya does not have a debt problem in the short run. Perhaps the real 
problem will arise when and if Kenya is able to fill the "residual" finance 
gap described above with external aid. If aid is obtained on reasonably 
concessionary terms, Kenya's debt service ratio may climb to about 9 or 10% 
by 1977, not itself a cause for concern. However, if Kenya is forced to 
turn more and more to commercial sources for this finance, the cost of 
servicing the debt would increase much faster. A trend in this direction 
has already begun with the negotiation in 1972 of a $15 million euro-dollar 
loan by the Government to be used for "general development purposes." While 
this loan, organized by an American led syndication,was a first for Kenya and 
an impressive evidence of the country's credit rating abroad, it is more 
costly than the average 4.4% interest on Kenya's outstanding external debt 
and should therefore be allocated only to projects which have a financial 
return sufficiently high to repay the cost. 


Sectors Performance Mixed 


Agricultural output was hit by drought and a drop in the prices of the two 
major export crops, tea and coffee. The value of marketed agricultural 
production fell almost 4%. However, there were some bright spots. Beef 
deliveries to the Kenya Meat Commission were up in 1971, and for the first 
time since 1967, the percentage exported rose, from 40% in 1970, to 58%. 
Pyrethrum output leaped 50%. 


One problem for all agricultural products is arbitrary pricing changes 
decreed by the Government. These adversely affect both export competitive- 
ness and the balance of supply and demand on the domestic market. Agricul- 
ture is also still receiving an inadequate share of public expenditure and 
capital formation. Although the hope for growth in per capita income and 
employment, as well as exports, depends largely on this sector, spending 

on agriculture in the recurrent and development budgets has steadily 
declined from 22% in 1963/64 to 7.3% in 1970/71. (This picture is somewhat 
exaggerated because expenditures in 1963/64 were heavily weighted by outlays 
for the land settlement program, while a greater proportion of recent 
expenditure is directed toward the development of agricultural output.) 

The 1971/72 budget reversed this trend with a committment to spend the 
highest absolute amount since independence, $45.4 million, but this still 
amounted to only 8.7% of the total. 


Manufacturing output shot up 15.6% in current prices, and 13.3% in real 
terms in 1971. The completion or initiation of a number of large projects 
was a major factor in the investment boom that has had such a negative 
impact on the balance of payments. At Broderick Falls, work began in 
November 1971 on a $42 million paper mill. Owned jointly by the Orient 
Paper Mills of India, the IFC of the World Bank Group, and the Kenya 
Government, this plant is to begin production in 1974 and will replace 85% 
of Kenya's paper imports, including substantial U.S. sales of kraft paper. 








Firestone's $16.8 million tire plant began production in May, 1971. Over- 
coming startup problems involving illegal imports and inexperienced and 
undercapitalized marketing channels, this plant will by 1973 produce 
155,000 tires a year to supply 80% of the Kenya market. The Wrigley 
Company commenced production in May at a million dollar chewing gum factory. 
Construction of a $10 million sugar refinery was initiated at Mumias. 

At the end of 1971, a joint Kenyan-Italian steel mill worth $7 million 
went into production in Nairobi. Since Kenya's exports of petroleum 
products have reached $43 million, making them the fourth ranking earner 
of foreign exchange, it has been dewided to undertake a $35 million 
expansion program to increase refinery capacity from 2.5 to 4 million tons 
of crude annually. Finally, Del Monte began planning a $20 million 
expansion of its pineapple canning operation. 


__ 


Minerals activity in 1971 featured the opening of a fluorspar mine in 
which Continental Ore of the U.S. has a minority share and management 
and sales contracts. By the end of 1974, this operation expects to export 
high grade ore worth $8 or $9 million a year. In addition to fluorspar, 
a joint Rumanian-Kenyan mine was opened at the coast to exploit deposits 
of silver, lead, and zinc. These products add to a growing roster of 
minerals, such as soda ash, cement, vermiculite, rare earths, glass sand, 
and gemstones, which are providing Kenya with a potentially lucrative 
source of exports without the risks of one-sector domination that copper, 
for example, has created in Zambia. On the far distant horizon, there is 
also the slight chance that Kenya may find some oil of its own. Although 
Shell=BP appeared to give up exploration in mid-1971 after 20 years and 
$34 million, early 1972 has seen a renewal of interest. At least six 
companies have taken out offshore or onshore exploration concessions. 


Tourism earnings topped coffee sales as Kenya's number one export in 1971. 
With the number of visitors up 18%, and a small increase in the average 
length of stay, total gross earnings hit $67.5 million. This was a great 
improvement over 1970, and double the growth projected in the Development 
Plan. 


Transportation has become one of the trouble spots of the Kenyan economy. 

The Government's road building program was the largest item in the develop- 

ment budget in 1971, involving $45 million for road construction and $11 

million for maintenance. This has encouraged the diversion of paying traffic 

from the East African Railways to Kenya's private truckers. Kenya's roads 

are thin-skinned and not suited to heavy axle loads. Thus, the increase in 

trucking has led to rapid deterioration and expensive maintenance costs, 

while truck imports have added considerably to the balance of payments 

deficit. Rate structure revisions are under consideration to help improve 

the profitability of the railways, and a program of modernization got under- 

way in 1971 with the delivery of 47 of 70 new diesel locomotives. Additional 
rolling stock will be ordered in the near future. \ 


Shipping was plagued with port congestion problems at Mombasa in 1971. These 
were due primarily to the tendency of importers to use the harbor's transit 
sheds as cheap long term storage facilities. Inadequate supplies of rail 
cars aggravated the trouble. Construction began in early 1972 on two new 
berths to add to the existing thirteen. 
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Tourism has made Nairobi airport a major international terminus. Growth 
needs have resulted in the commencement of a $47 million expansion program 
with World Bank financing. Following rapid growth of charter travel to the 
coast, Mombasa airport is also being expanded to handle direct flights from 
Europe. Wilson airport, near Nairobi, has under the impact of tourism 
become one of the most active light aircraft centers in Africa. On the 
darker side, 1971 marked a year of crisis for East African Airways. Finan- 
cial mismanagement, undercapitalization, petrification of domestic pricing 
structures since 1958, and poor international and domestic route selection, 
have put the once profitable airline in the red. Eastern Airlines of the 
U.S. was brought in to advise on management and reorganization in 1972. 


Rural Development Programs Combat Unemployment 


Kenya has one of the world's highest rates of population growth. This 
dilutes the real per capita benefits of overall economic growth. Moreover, 
the distribution of the benefits of economic growth has been uneven. This 
is reflected in rising unemployment. Employment has lagged behind the 
growth of GDP, behind Plan targets, and even behind over-all population 
growth. Wage employment in the large-scale "modern" private sector did not 
increase at all between 1967 and 1970. Only in 1971 did it finally record 
a significant gain of 6.8%, while overall “modern sector" employment rose 
5.58%. 


Much of the rise in employment in 1971 has been attributed to the 1970-71 
Tripartite Agreement, under which employers agreed to boost payrolls by 

10% in return for unions agreeing to refrain from strikes and to restrain 
wage increases. This pact has now ended, and its net effect may have been 

to boost 1971 employment levels only by borrowing from future hiring. 
Africanization of employment is already high (94%) and no major gains can 

be recorded by substituting domestic for expatriate labor. The Kenya 
Government has been advised to increase the labor intensity of the industrial 
sector either by keeping wages down or by high interest rate policies that 
will keep the relative cost of capital up. Nevertheless, most new projects 
in the manufacturing sector have been highly capital intensive, earnings are 
rising faster than employment (9%), and there is constant pressure for wage 
increases. In spite of the percentage improvements in 1971, the absolute 
number of new wage paying jobs was only 52,600. Yet at least 100,000 primary 
and secondary school graduates and drop-outs are thrown in the job market 
each year. 


There is growing agreement that the only way to solve mass unemployment is 
through a comprehensive program of agricultural, industrial, and social 
welfare development in rural areas. The spearhead of this effort will be 

the Special Rural Development Program (SRDP). Conceived in 1966, but not 
actually begun until 1971, this is an attempt to conduct and evaluate 
experimental rural development programs in a number of limited geographical 
districts throughout the country and then apply successful programs on a 
nationwide basis. USAID is strongly supporting what is perhaps the most 
successful of these programs at Vihiga in western Kenya. It is too early 

yet to judge these experiments, but there are some signs that rural officials 
are beginning to think in terms of economic development. The main constraints 
to progress seem to be the lack of trained manpower to put theory into practice, 
the development of effective coordination between Nairobi and the field, and 
coordination in Nairobi between various Ministries. 
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The greatest promise of SRDP lies in making small farms more cash crop 
intensive and more productive, and therefore capable of supporting more 
labor. Whether SRDP and other rural development programs can achieve 

this end will depend on the willingness of aid donors and the central 
Government to come up with the hard cash needed to apply micro-experiments 
nation wide. 


Prudence Will Guide Future Government Acguisitions 


A voice in the management of selected major enterprises is a prime goal of 
the Government. Following the acquisition of shares in banking and electric 
power in 1970, the Government in 1971 obtained a 50% shareholding in the 
East African Oil Refinery, and later in the year negotiated a 51% share- 
holding in the newly formed fluorspar mining operation. In mid-1972 it 
announced its intention to acquire a 50% shareholding in Barclays and 
Standard Banks. 


Kenya's approach to these acquisitions has been pragmatic, with agreements 
made on a willing-buyer-willing-seller basis. The policy followed in making 
them has been consistegt with the welcome extended to private capital as the 
major underpinning of development. Moreover, most of the Government's 
investments have been made with an eye to their profitability. Earnings 
generated are expected to offset much of the cost. However since some 
purchases are made with funds borrowed from the original owners or through 
open market share bids, these acquisitions: have been costly, even though 


they have individually been good investments on the basis of commercial 


criteria. Altogether, Kenya spent some $21 million in 1971. The Development 
Plan stated as a matter of basic policy that such purchases would be pursued, 
but there was no actual allowance made in the calculations for such outlays. 


With a financial constraint on development in the offing, it is thus likely 
that Kenya's participation policy will move slowly in the next year or so. 


Outlook for 1972 Good 


Kenya's planners look for GDP growth on the order of 8-10% in current prices 


for 1972. The major contributor to this rebound will be improved agricul- 
tural productivity. Tea output in the first four months of 1972 is already 
twice the 1971 level for the same period. A lot of small grower planting 
will mature in the next two years, and Kenya will bitterly resist any res- 
trictive international tea agreement. Pyrethrum output is so far 160% above 


1971. Cereals, beef, and dairy output will be up, and coffee should benefit 


greatly from price increases due to frost in Brazil. Horticultural output 
will grow about 50%, though from a small base. Altogether, planners are 
hoping for a 15% jump in marketed agricultural production. Two possible 
dark clouds in the horizon: since the U.S. has banned DDT, natural pyrethrum 


supply, already below demand, may never be able to catch up and users will 
be compelled to develop a synthetic; and exports of pineapples, the largest 


horticultural item, may be hindered by French protection of francophone 
African pineapple producers, who sell to the EEC duty free while all Kenya 


pineapple over 2,000 tons faces a 26% duty. 
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As for other sectors, it is hoped the revival of agriculture will 
generate more activity in related processing industries, while import 
controls will boost domestic import substitution activities. Building 
and construction should do as well or slightly better than last year. 
Tourism is probably headed for another record year. 


On the balance of payments side, exports should be up sharply, growing 
perhaps $17-22 million. The control program should cut imports by 

$42-56 million, and as a result, the current account deficit may be only 
half as large. If long term private and public capital flows can be 
increased as hoped, the balance of payments may come close to the break 
even point. The rate of commercial bank credit expansion has been tempered, 
mainly as the result of an order to commercial banks to restrict new 
lending in 1972 to 12% over the level existing in February 1972. Foreign 
exchange reserves were back up to about $188 million in March. 


By and large, Kenya's economic performance has been remarkably good. The 
troubles that emerged in 1971 are symptomatic of an energetic development 
policy that is stretching to make maximum use of all available resources. 
The speed with which changes in the balance of payments and public 
spending were detected and confirmed in statistics itself bodes well for 
the chances of success in arresting them. Kenya has competent economic 
planners who heed advice from sources such as the World Bank and know when 
to call for it, and its economic policies are not ensnared in ideological 
rigidities. 


IMPLICATIONS FOR THE UNITED STATES 


Resource Constraints Will Modify Industrialization Strategy 


Tae creation of import substitution industries encouraged by protection 


has provided Kenya with a steady rate of industrial growth in the past 


three or four years, but at a price. Most new industries have been capital 
intensive. Their heavy equipment imports have added to the balance of 
payments deficit, and for the amount of scarce resources spent, they have 


done little to relieve unemployment. Moreover, they may actually save 
very little in foreign exchange, since they depend on a steady stream of 


imported inputs. Since these inputs enter the country duty free, the 
Government also loses customs revenues. Such industries exist on a form 
of exchange rate subsidy, buying inputs at world market prices and selling 
their output at protected prices higher than the c.i.f. value of similar 


finished imports. Such a subsidy, it is claimed, penalizes export 
industries and results in permanently higher prices for domestic consumers. 


Aware of such shortcomings, Kenya's planners may cast a more critical eye 
on future foreign industrial investment. They will judge whether projects 
can spread growth through linkages to other sectors, whether they can earn 


foreign exchange from exporting, and whether they will be operated as labor 


intensively as possible within the bounds of profitability. In the long run, 
consideration may even be given to replacing a chaotic system of piecemeal 
protective agreements with individual industries by a flat rate of protection 


for all industries, or even by free trade combined with a downward revision 
of the exchange rate. 
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The possibility of such a change in strategy does not mean U.S. investment 
will not be welcome. The Development Plan depends heavily on foreign 
private capital, and Kenya is well aware of the need for businesslike 
policies to protect its international credit rating at a time when it 
must seek a tremendous increase in external finance to keep the momentum 
of development going. 


Local Manufacture Might Be Considered As Import Controls Cut U.S. Exports 


Although termed temporary, the new import controls are likely to be around 
for some time. Their effect on U.S. agricultural exports to Kenya is al- 


ready becoming apparent, with sales down by 25-30% in the first five months 
of 1972 compared with the same period in 1971. This may mean permanently 


lost markets for some U.S. companies since the Kenya market is too small 
for it to be feasible to set up local manufacture of every item barred by 
the controls. However, for U.S. firms concerned at losing sales but not 
yet sure if they want to invest in local manufacturing facilities, there 
may be a way out. The import controls were designed to stem foreign ex- 
change outflows, and they accordingly state that foreign exchange will not 
be made available to pay for imports of products already made in Kenya, and 
set quotas for exchange allowed to pay for other imports. They do not 
state that imports of such goods are physically banned. 


Thus, if a U.S. firm contemplating some form of investment or licensing 
agreement is willing to accept payment for its sales in Kenya shillings, 
there would seem to be no obstacle to continued sales of its products. 
Although not repatriatable, these earnings could be used to cover local 
salary and construction costs should the decision be made to proceed with 
an investment. 


Best Possibilities For U.S. Sales And Investments In Tourism, Agribusiness, 
And Public Construction 


New Tourist statistics recording visitors by residence instead of nationality 
show that more tourists visit Kenya from the U.S. than from any other country 
outside East Africa. By implication, the U.S. tourist traffic is thus also 
the most lucrative for Kenya. Projections of growth trends in the tourist 
industry indicate room exists for substantial additional hotel capacity 

and promise good opportunities for hotel, game lodge, and beach resort 
investments as well as strong growth in sales of small aircraft. The 
Government welcomes foreign investors in tourism, but is practical in its 
approach. Subsidies are minimal, confined mainly to accelerated depreciation. 
Imported equipment is subject to normal duties, but local manufacture of 
furniture and building materials is improving steadily. In 1971, the 
Government levied a 10% tax and a 2% training levy on all accomodations, 
which has raised costs slightly. It also announced a policy that 51% of all 
new lodges in national parks and game reserves should be held by Kenya citi- 
zens and/or the Government. However, application of this policy has been 
flexible and sensible. The biggest projected tourist development in which - 
U.S. firms may be interested is a 10,000 bed coast resort complex which the 
Government wants developed over the 1973-85 period. Total costs should run 
between $50 and $70 million. Development of new tourist circuits should also 
create demand over the next year or two for perhaps nine or ten 100 bed 
lodges, plus road and airstrip improvements, at a cost of $6 to $8 million. 





a3 
In Agribusiness, the most dramatic news is that the Government intends to 
spend $79 million over the next five years, (on top of $10 million spent in 
the past five years), as part of a long range plan to increase beef output 
and slaughtering and marketing facilities. Kenya beef of excellent quality 
is already being sold in Europe, Asia, the Persian Gulf, and Africa, mainly 
tinned as corned beef. Health restrictions are being overcome one by one, 


and more fresh beef is being exported by air. A great deal of fresh beef is 
also being quite happily exported via the stomachs of tourists. This develop- 
ment program will greatly expand opportunities for sales of animal feeds and 
medicines, perhaps making the market large enough for local manufacturing 
investment. Ranching and feedlot operation may initially offer profitable 
openings, but are likely to be closed to anyone but citizens as their potential 


increases. A spinoff of the livestock development program should be a huge 
increase in the supply of hides and skins. With world markets for suede and 
other leather products good, this might offer an opportunity for a large scale, 


efficient tanning factory. A major goal of the livestock development program 
is to raise beef exports. However, domestic consumption is growing so fast 
it may take up the entire increase in output unless a protein substitute is 
found. Poultry is greatly appreciated by consumers in every income bracket, 
but presently is produced only in small scale "backyard" operations and is 
expensive. It may therefore be an ideal juncture for consideration of a 
large scale integrated poultry operation. 


Horticulture is another activity that offers good potential for large scale 
investment. The base is small, but growing fast. The 5,123 tons of fresh 
horticulture shipped by air in 1971 should reach 9,000 in 1972, and 15,000 

by 1974. Due to the climatic variety created by its wide range of altitude, 
Kenya can grow almost every kind of temperate zone crop side by side with 
tropical produce. Production can also be phased to complement instead of 
compete with the growing seasons of other horticultural export countries. 
Kenya fresh produce commands premium prices in undersupplied European markets. 
As the industry has become better organized, about 60% of its sales are now 
going to European supermarkets and chain stores, building up long term, high 
volume contractual markets. In addition to the export of fresh produce, there 
are opportunities for additional investment in processing operations such as 
freezing and dehydrating. 


Public Construction will continue its rapid tempo, and offers several 
possibilities for U.S. business. For example, the expansion of Nairobi airport 
will cost $47 million, of which $29 million will come from the World Bank. 
Although initial design contracts have already been let out, it may not be too 
late for U.S. firms to participate. 


Roads agcount for 30% of planned expenditure in the 1970-74 Development Plan, 
and actual spending may rise to about $220 million. There is a debate 

whether the road program is too big a burden on scarce development resources. 
However, substantial spending will continue because expansion of the tourist 
industry demands good roads, because rural development will require a better 
network of farm-to-market roads, and because Kenya wishes to increase the 
earnings it receives as a terminus for the transport of imports and exports from 
inland countries. Though more attention may be devoted to labor intensive con- 
struction of improved dirt roads, the outlook suggests a continuing demand for 
construction and maintenance equipment. 
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The feasibility of constructing a second major port is now being studied. 
This would cost upwards of $100 million and provide opportunities for 
design and construction contracts and equipment sales. However, the study 
may well conclude that the cost, in light of Kenya's present resource gap, 
outweighs the need for such an undertaking. 


Coinciding with expansion of the oil refinery, an oil pipeline between 
Mombasa and Nairobi may be undertaken in the near future. Although the 
pipeline will probably be operated by a parastatal corporation, construction 
will be awarded to private firms on the basis of international tender. 


Power consumption in Kenya is growing at 10% per year, with industrial demand 
rising 30% a year. Kenya's plans for additions to generating capacity to 
meet this demand provide good construction and equipment sale possibilities. 
A $35 million 75MW hydroelectric project at Kamburu on the Tana River got 
underway in 1971. It was financed by the World Bank, and civil engineering 
contracts have gone to a Swiss-German joint venture. Still to come is a 
third stage in the Tana River Development program, an 84MW hydroelectric 
plant at Gtaru, which should be worth about $42 million, with perhaps $25 
million financed by the World Bank. A 30MW $14 million extension to the 
Mombasa thermal plant, with $11 in World Bank financing, is also under 
consideration. Finally, research under UNDP auspices shows there may be 
considerable promise for the production of geothermal power. 


Regional Industrial Projects Have Some Potential 


Although there seems to be less hope each year of achieving any true harmoni- 


zation of industrial allocation within the East African Community -- for exam- 
ple, both Kenya and Tanzania now have tire plants each of which could probably 
serve the entire East African market -- there is a chance that certain neces- 


sarily large scale projects could be built to serve a regional market. These 
include automobile and truck assembly, a chemical complex, and steel production. 
Impetus for such regional efforts may come from the East African Development 
Bank, located in Kampala, which will receive loans from the World Bank and 
Sweden to be invested in projects with a regional scope. 


U.S. Aid Will Emphasize Capital Assistance 


Kenya now needs capital, rather than technical assistance, on concessionary 
terms if possible, and able to be applied to local costs. Aid donors have 

a high regard for Kenya's efforts, and its requests are likely to get a good 
response. U.S. aid will continue to emphasize assistance in the agriculture 
and rural development sectors with a substantial technical assistance component 
of about $2.5 million per year. However, hard cash in the form of development 
lending may well jump from nothing in 1972 to a level of approximately $10 to 
$12 million in 1973. 


The 1971 balance of payments deficit marked a critical watershed in Kenya's 
economic progress. However, Kenya has a balanced, diverse economy and a 
pragmatic government which welcomes private enterprise and foreign investment. 
Kenya has progressed rapidly in its ability to absorb and use external assis- 
tance. Provided aid donors respond quickly to requests for greater external 
capital assistance, and provided agricultural output and exports continue their 
recovery in 1972, Kenya could bridge its resource gap and continue the rapid 


pace of development which has made it one of the most promising locations for 
American investment in Africa. 
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